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GERMANY'S FINANCIAL POSITION 

BY H. J. JENNINGS 



The ineradicable tendency in human nature to let the 
wish be father to the thought is seldom more noticeable 
than when one sits in judgment upon an enemy country's 
economic status. A Britisher writing of German finance, 
like a German writing of British finance, is disposed, through 
the subtle influence of patriotic prejudice, to paint his 
enemy's case blacker than it really is. The writer of this 
article is an Englishman, and in addressing a neutral au- 
dience, he has endeavored to hold the scales fairly and to 
avoid the exaggerations of bias. An overstated case carries 
within itself the elements of rejection; but if, in a judicial 
co-ordination of facts honestly balanced, the scale happens 
to kick the beam, it can only be because the facts are incapa- 
ble of a more qualified interpretation. In the facts them- 
selves as here presented there is not much that is new and 
nothing that can be truthfully contradicted. Taken sep- 
arately, they may not justify a positive conclusion, but their 
combined eifect makes it difficult to escape from one. 

Exact information is unobtainable in some particulars 

owing to the rigor of the German censorship; and side by 

side with the suppression of disagreeable facts there are the 

couleur de rose pictures painted by the Finance Minister and 

the Goverimient journals that take their cue from him. 

There is something suspicious in this conjunction. If the 

financial conditions are so good, why should it be necessary 

to stifle criticism? Is not the explanation to be found in an 

official desire for the people to believe that the sacrifices 

they are called upon to make are incompatible with danger 

to the economic structure? Dr. Helfferich's soothing syrup 

,\B CAddently prepared for home consumption. Its undue 

; proportion of glucose cloys on the palate. Even thoughtful 

; Germans must have felt, as they read his sugary utterances. 
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that tlie ministerial comparisons of economic stability and 
financial staying power are much too good to be true. No 
stress can fairly be laid on the amused reception given to 
these boasts in England. It was only natural that we isl- 
anders should smile. But unless the extracts from the 
American press published in London are entirely mislead- 
ing, expert opinion on your side seems to have had equal 
difficulty in swallowing Dr. Helfferich's mixture. It fails 
to supply the missing figures that are necessary for general 
enlightenment, and the gloss which it puts upon known facts 
seems of too obvious a kind to take in even that usually re- 
ceptive person, ** the man in the street." 

It is sometimes possible to construe in different ways the 
same set of facts, according to the point of view of the com- 
mentator. There may, for instance, be two opinions about 
Germany's wealth, her capacity for endurance, the actual 
number and condition of her unemployed, the extent of the 
rioting against food prices, how she will face the impending 
heavy taxation, what the loss of her colonies signifies, how 
she will make good the decline in customs revenue, what is the 
effect of the inactivity of her passenger ships and merchant- 
men, where the next loan is coming from, and a number of 
other interesting points. All these may be so dressed up 
and disguised as to support, more or less, the academic 
theorists of the Empire, just as they may be exaggerated 
and colored to support the case of the Empire's enemy 
critics. But there are some facts that cannot be twisted out 
of recognition, or bent to suit the purpose of misrepresen- 
tation, favorable or otherwise. The most salient and sig- 
nificant of these is the heavy fall in the value of the German 
mark in neutral countries. Its significance lies ta the fact 
that it is the logical outcome of the suspension of specie 
payments and of the wholesale manufacture of irredeemable 
paper money. The mark has collapsed because neutral 
traders no longer consider that it represents its face value. 
In other words, they doubt if Germany will be able to pay 
•' twenty shillings in the pound " after the war. It is pos- 
sible, of course, in such an age of miracles as this, that they 
may be wrong. Inconvertible legal-tender paper money is 
a financial expedient, the justification of which depends very 
largely upon ultimate developments. In some ways it re- 
sembles one of those insurrectionary movements which, if 
they succeed, are lauded as patriotic, but which, if they fail, 
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are punished as treason. A country that deals with a cur- 
rency crisis by resorting to a full-steam use of the printing- 
press must be judged, sooner or later, not by its choice of 
method, but by its dexterity in avoiding the disasters which 
such a method invites. Much depends upon two things : the 
probabilities of success and the power of recuperation. A 
soft-money country that emerges from a costly conflict with 
the material spoils of victory, and that, moreover, possesses 
a vast natural wealth and a population with the qualities 
of industry and alertness, will most likely get out of its 
difficulties, discharge its liabilities, re-establish its credit, 
and build up a sound specie currency, as the North did after 
the War of Secession. It does not follow that the critic is 
blind or prejudiced if, when he applies this test to Germany, 
he fails to discover any evidence that she can obtain a 
nominal — let alone a material — success, or that she possesses 
the physical advantages upon which a rapid and permanent 
recovery can alone be based. 

One has only to refer to the Eeiehsbank's weekly returns 
to see how enormously the notes in circulation exceed the 
gold which it is claimed is in its vaults. On this showing 
alone, the State could not redeem its paper in the proportion 
of more than four marks in twenty. But there is a reason 
to believe — ^not on hostile, but on German, evidence — that 
the notes of one kind and another actually issued amount to 
close on 12,000,000,000 marks, against which the gold is said 
to amount to about 2,400,000,000 marks, in which case, if 
specie payments were resumed, the Eeichsbank could not 
convert more than twenty per cent, of the paper currency. 
Notwithstanding, or perhaps because of, the uncertainty 
of the political and economic outlook, new issues are forth- 
coming pro re natd, and apparently in disregard of the au- 
thorized ratio between paper and gold. Last December, for 
instance, in consequence of the hoarding by the public of 
Imperial bank-notes, the Eeichsbank was compelled to issue 
for circulation upwards of 600,000,000 marks in new notes 
to make good the growing scarcity. If the recognized pro- 
portion between notes issued and gold held in reserve had 
been honestly maintained, this addition to the fiduciary cir- 
culation would be equivalent to the withdrawal from the 
Eeichsbank of over 170,000,000 marks. 

There may not be any immediate danger in this so far as 
internal business transactions are concerned. If a piece of 
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paper impressed with, an engraved plate has the same pur- 
chasing power as coined money, it answers all the require- 
ments of home trade as long as its par value is maintained. 
It matters not what the internal currency of a country con- 
sists of — ^whether silver tokens, or cowrie shells, or fiat 
money — ^provided it is an effective medium of exchange and 
is stabilized by having a fixed standard of value. The 
latter proviso is important. All the difference in the world 
exists between paper currency that is convertible and paper 
currency that is not. The German people eaimot demand 
gold in exchange for their notes; all they can do is to use 
them as legal tender and discharge their liabilities with 
them. This is, no doubt, just as useful (except for its effect 
on prices), since if they had the gold they could not do any 
more with it. But the disability attached to inconvertibility 
has enlarged the credit functions of German paper in a very 
curious way. It has multiplied its power without increasing 
the strength or volxmie of the basis on which it rests. For 
instance, the holder of 20,000 marks in bank-notes can buy 
War Loan with them; he can then borrow from a bank very 
jiearly up to the issue price of the latter, and buy more Loan 
with the proceeds. He can again pawn this and buy still 
more Loan, and so on in an endless chain of fiat money aad 
bonds, bonds and fiat money. The sum of these operations 
resembles an inverted pyramid standing on a geometrical 
point. Two hundred thousand marks may thus have no fur- 
ther foundation than the twenty thousand originally in- 
vested, and those twenty thousand can have no higher ratio 
to their nominal gold value than the actual gold in the 
Eeichsbank has to the number of notes in circulation. Mean- 
while, the pawned stock is classed as gold, it figures as gold 
in bank balance sheets, and even the Eeichsbank itself treats 
it as a security realizable at par. This is a kind of finance 
for which nothing but sheer necessity can find an excuse. 
It is the reductio ad absurdwn of the vast system of credit 
which for years has been the chief plank in Germany's 
economic platform. 

It is in connection with external credit, however, that 
the shoe pinches. A debtor nation cannot force its in- 
convertible paper upon creditor nations. Payment has to 
be made in the money of the latter, and this money must be 
obtained in exchange for the currency of the former. If the 
debtor's credit stands high he can buy the foreign money 
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lie wants at the normal rate of exchange ; if it is low he must 
give more for it. The value put upon this paper by his 
creditors is, in certain cases, a measure of their faith, or 
want of faith, in his solvency. The conditions are altogether 
different from those of a country whose exchange is ad- 
versely affected by a genuine swing round of the balance of 
trade. If we study fairly the case of Germany, we can hardly 
escape from the conclusion that the depreciation of the mark 
in neutral countries is nothing more or less than the expres- 
sion of a belief that after the war she will be unable to meet 
her obligations in full. It is therefore a practical condem- 
nation of the manufacture and abuse of paper credit. The 
neutral countries do not like the look of this excessive pro- 
duction of inconvertible paper, and their suspicions take the 
shape of a refusal to exchange their own currency for it 
except at a rate much higher than its face value. They want 
half as much again in German paper, as a kind of insurance 
against risks; and as the mark falls it tells a tale of in- 
creasing risks and a higher premium. In some quarters it 
has been argued that the fall in exchange is the result of 
Germany's inability to manufacture goods for export on 
account of a shortage of labor. This does not agree with the 
stories of unemployment ; but even if the military drain upon 
her industrial manhood has put an effective check on pro- 
duction, and the output of the manufactories has conse- 
quently shrunk to next to nothing, the adverse balance of 
trade thus created would not of itself be enough to account 
for the demoralization of the mark. The true reason f or 
this is the one already given : that German paper is not be- 
lieved to be worth what it stands for, and can be exchanged 
into neutral money only on terms which imply scepticism 
with regard to Germany's credit. 

This distrust is intensified by general economic conditions, 
such as the revenue position and prospects, the growth of 
the imperial debt, the burden of heavy taxation, the paraly- 
sis of foreign trade, the price of food, and the suspension, 
on a large scale, of industrial activity. In order to see these 
in their proper light, it is desirable to recall the fact that the 
financial situation was causing a good deal of anxiety in Ger- 
many before the war. For some years she was carried 
away by a feverish spirit of trade ambition. Nearly 1,000,- 
000,000 marks were spent on developing her colonies ; stren- 
uous efforts, aided by State subsidies, were made to capture 



44 THE NORTH AMERICAN REVIEW 

business all over the world ; and national credit was organ- 
ized on a scale commensurate with these grandiose enter- 
prises. It became increasingly evident to the more conser- 
vative financiers of the Empire that the pace had been too 
hot. The commercial results could not keep up with the 
terrific rate of expenditure. In 1909 it became necessary 
to increase the revenue by imposing 500,000,000 marks of 
additional taxation, and still the budget did not balance. 
Four years later the exacting requirements under the army 
bills made it necessary by means of the " Wehrheitrag " to 
tax wealth, both capital and income, and also to make a spe- 
cial non-recurrent appropriation of huge amounts for mili- 
tary preparations. There is evidence to show that the finan- 
cial position was officially regarded, even then, with consid- 
erable uneasiness. A post-haste trade expansion and the 
creation of new battalions, if carried on simultaneously are 
enough to beggar the richest country ; and the rumblings of 
discontent, in spite of repressive measures, were audible in 
the early part of 1914. It would not be possible perhaps to 
demonstrate the existence of a direct connection between 
this state of things and the determination to force war upon 
Europe a few months later, but such a connection has been 
alleged, and it is not improbable that disaffection and 
anxiety at home made a sudden attack, with the hope of get- 
ting rich indemnities, the only way of escape from threaten- 
ing financial disaster. The hope of obtaining indemnities — 
although Dr. Helfferich still professes to count on them — 
has already faded into nothingness, and the clouds of on- 
coming bankruptcy loom, therefore, blacker than ever. 

For the first eighteen months of the war no new taxa- 
tion was asked for, and the war costs were raised by long- 
running loans and Treasury bills, together, aggregating 
40,000,000,000 marks. Now, however, the area of personal 
pressure must begin. Dr. Helfferich has sounded the warn- 
ing note that for 1916-1917 there will have to be " a colossal 
burden of taxation." This is rendered all the more serious 
because a new loan is imminent, with its additional obliga- 
tions of interest. 

Germany's imports of raw materials for her industries 
have been seriously interfered with by the blockade; her 
export trade outside the jing of her own allies and neigh- 
bors has practically vanished; she is therefore deriving next 
to no revenue from her customs, and her manufacturers 
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have but a very limited market for their exports. This 
means a huge financial loss. On the one side, there is a 
diminishing revenue and a greatly reduced production, and 
on the other, the vast and ever-growing expenditure. Chiefly 
because Germany has been secretly preparing for years, 
and had vast stores of war material ready for use, her ex- 
penditure so far has not been as great as that of the Eiatente 
Powers; but, in the words of Mercutio, " 'tis enough, 'twill 
serve." Four war credits of 10,000,000,000 marks each 
have been voted by the Beichstag; there is a war debt, 
funded and floating, of over 40,000,000,000 marks, the in- 
terest and redemption of which requires at least 2,000,000,000 
marks yearly. Such liabilities can be met only by heavily 
taxing a people already harassed by diminishing incomes 
and the higher cost of living. A decrease of thirty-three 
per cent, in production, which is admitted (it is probably 
much greater), cannot have taken place without leaving its 
traces upon the middle classes, and a rise of eighty-three 
per cent, in food prices has made conditions intolerable for 
the poor. Nor are the war expenditure and the necessity for 
loans by any means at an end. The Berliner Post should 
be an impartial authority on this subject. It says : " With- 
out war damages, we shall have to reckon upon our increase 
in yearly taxation of at least 4,000,000,000 marks, ' ' and goes 
on to describe the prospect as " something terrifying." 
Germany, threatened with commercial ruin, and already dis- 
cussing the necessity of abandoning her system of import 
duties after the war, in order to cheapen raw materials and 
give her industries a chance, will thus have to raise an 
enormous revenue from an exhausted people. And this is 
altogether apart from the compensation which, if the Allies 
are victorious, she will have to pay to France and Belgium. 
The fall in German exports, the absolute idleness of the 
German mercantile marine, and the rumors of bank failures, 
are aU indications of organic trouble. The loss of by far the 
greater part of an export trade that had grown to about 
10,000,000,000 marks ^ year cannot be dismissed as of little 
consequence. It is, of course, open to anyone to say that as 
the imports have been so greatly diminished, there is less 
need of exports to pay for them. But the loss of imports, 
which, owing to the active assistance of neutral countries, 
has probably been less in volume than was supposed, is more 
serious in quality because it is largely concerned with raw 
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materials essential to German production. Bearing in mind 
this deprivation of raw materials, also the fact that Ger- 
many has to pay some thirty per cent, more for what imports 
she gets, owing to the depreciations of her currency (or 
else part with her gold), any false consolation that might 
have been sought in the disappearance of her export trade 
vanishes into thin air. 

Further, one has only to look at the mercantile shipping 
question in order to get another measure of Germany's 
sorry plight. Two years ago her fleet of merchantmen 
ranked second in the world in tonnage. To-day it is use- 
less, unable to come out of its own docks or the neutral har- 
bors in which it is interned. Not so long ago a great Ger- 
man steamship company obtained State permission for the 
suppression of its balance sheet for 1915. It needs no super- 
natural penetration to discern the cause of this, particu- 
larly as the permission was said to be given " in the in- 
terests of German shipping and public order." This can 
only mean that the complete cessation of goods and pas- 
senger traffic since August, 1914 (officially acknowledged 
by the company itself nearly a year ago) has resulted in its 
virtual bankruptcy. Both this company and another com- 
pany were lavishly subsidized by the Government in their 
bold bid for ocean supremacy, and in these favorable con- 
ditions they achieved financial results that filled the share- 
holders with confidence and hope. For the past two years 
the fleets have been unable to earn a pfennig, and their 
maintenance in port has been a heavy drain upon their 
owners. Nothing shows the disastrous state of Germany's 
sea transport business in a more vivid light than this hiding 
from its own shareholders of the bookkeeping secrets of one 
of her greatest companies. The balance sheet, if published, 
would be a damning advertisement of the absolute ineffect- 
iveness of the German Navy to protect its own transoceanic 
business. 

A sidelight is thrown upon the manufacturing conditions 
in Germany by the official statistics of the coal output. Not- 
withstanding the employment of prisoners of war as miners, 
the output is steadily diminishing. The production in the 
mines of one syndicate fell from 205,000 tons daily last stma- 
mer to 180,000 tons daily the following December. 

There is a strong probability — it need not be put higher 
than that — ^tha.t Germany has already disposed of most of 
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her negotiable foreign securities. Dr. Helfferich has chal- 
lenged a statement to this effect, and although he is a banker 
and a man whose word in ordinary circumstances would be 
taken, yet his denial, being intended for neutral consump- 
tion, is under some suspicion. It is well known that for some 
weeks before the war was declared, very heavy selling took 
place on the London Stock Exchange of foreign securities 
on behalf of German holders. There was a double signifi- 
cance in this : it showed that the fatal decision had already 
been arrived at in Berlin, and it also indicated a scampering 
anxiety to realize in view of eventualities. Since then, there 
has been further and persistent selling through neutral 
countries. The total amount of securities thus disposed of 
is a subject of conjecture, but whatever it may be, they are 
no longer available for the purpose of raising fresh war 
funds. Apart from her holding of foreign negotiable in- 
struments, Germany had large commercial investments in 
Austria, Turkey and Italy. Those in the last-named country 
must be considered dormant until the close of the war, and 
with regard to those in the other two, it looks as if they 
would eventually be hardly worth the documents in which 
they are registered. The financial position of Austro-Hun- 
gary is even worse — much worse — than that of Germany; 
and Turkey, having exhausted her own resources, has to 
depend on Germany for the means wherewith to carry on 
her catspaw work. Both the Dual Kingdom and the Otto- 
man Empire are hopelessly bankrupt, and the £100,000,000 
lent to the latter, nominally by a syndicate of German banks, 
does not appear to be a very promising asset. One result of 
the Balkan Wars was to reduce greatly Turkey's European 
territory, together with the revenues derivable therefrom; 
and no settlement has ever been arrived at for distributing 
the liability for interest on the foreign debt. Everything, in 
fact, i^ in confusion, and the only thing that stands out 
clearly is that after the war, Turkey will be without re- 
sources upon which to establish a commercial recovery, Ger- 
many will be standing on Turkey's doorstep demanding pay- 
ment in cash or concessions, and the Western Powers, after 
the ingratitude with which Turkey has repaid their repeated 
help, are not likely to lend their aid for the sake of bolstering 
up any longer an effete and rotten barbarism. 

Germany, in any case, has come appreciably nearer to the 
end of her realizable assets outside her own Empire. She 
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has, in addition, lost all her colonies but East Africa, just 
when one or two of them were becoming profitable and were 
remitting trade balances to Europe. She is thrown back on 
her internal wealth for the prolongation of the war. Paper, 
as has already been said, can be made to fulfill all the duties 
of a cash currency, but it cannot create a wealth that does 
not exist, or multiply that which does. The national income 
of Germany before the war has been estimated at about 
42,000,000,000 marks by Dr. Helfferich, and at 30,000,000,000 
marks by M. Risser. Suppose we take it at the mean figure 
of 36,000,000,000 marks. How has this been affected by the 
war? Production, it is admitted, is at least a third less, hun- 
dreds of factories are shut up, the export trade is virtually 
dead, interest on foreign securities is greatly diminished, 
all kinds of property are depreciating, home securities are 
depressed and in many cases pay no dividends, and the much- 
vaunted commercial banks have most of their capital locked 
up in home and foreign ventures, many of which are, at any 
rate, temporarily at a standstill. When the time arrives for 
another big German War Loan, the wizards of finance Avill 
in these conditions be at their wits' ends to known what in- 
cantations to use, what magic spells to weave, in order to 
squeeze real money out of the German people. The game of 
bluff cannot go on forever. Even Dr. Helfferich, past 
master though he is in the art of making the worse appear 
the better cause, will find his task becoming more and more 
difiicult, and his own countrymen less and less credulous 
and accommodating. No one can bring into judicial and dis- 
passionate review the financial conditions of Germany with- 
out being forced to apply to that misguided country the 
Hebrew sentence which Dr. Helfferich, in an outburst of 
rhetoric, recently applied to Great Britain: " Mene, mene, 
tekel upharsin." 

H. J. Jennikgs, 



